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I N THE SUPERI OR COURT OF THE STATE OF ARI ZONA
I N AND FOR THE COUNTY OF MARI COPA

STATE OF ARI ZONA, ex rel. No. CV 95-02582

JANET NAPCLI TANO, Attorney

CGeneral ; and ARl ZONA

CORPORATI ON COVM SSI ON,

APPLI CATI ON FOR ORDER TO SHOW

VS. CAUSE

BARBARA ANN MCRAE,
i ndividually and as husband

)
)
)
)
)
g
W LLI AM ROBERTSON MCRAE and %
)
and wife. %

)

)

)

Def endant s.

Pursuant to Rules 6(d) and 65, Ariz. R Cv. P., Plaintiffs
hereby apply for an Order to Show Cause as to why Defendants WIIiam
Robertson McRae (“W MRae”) and Barbara Ann McRae (“B. McRae”) shoul d
not be held in contenpt for violation of the Judgnent of Permanent
I njunction and Gt her Relief (“Judgnment”) issued by this Court on July

25, 1996.
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This application is supported by the follow ng Menorandum of
Points and Authorities and the affidavits and exhibits attached hereto
and made a part hereof. It is estimated that the hearing of this
matter will require one (1) day.

VEMORANDUM OF PO NTS AND AUTHORI Tl ES

. FACTS

A The 1996 Judgnent

On February 15, 1995, the Plaintiffs filed a Conplaint alleging
violations of the Arizona Securities Act (A RS § 44-1801, et seq.),
the Arizona Consuner Fraud Act (A R S. 8 44-1521, et seq.) and the
Arizona Anti-Racketeering Act (A RS 8 et seq.) against the
Def endants, WIIliam Robertson McRae (“W MRae”), Barbara Ann MRae
(“B. McRae”) and various others in connection with the offer and sale
of investnents in oil and gas ventures to at least 95 individuals. W
McRae began this oil and gas offering when he was in his seventies.
He and the other Defendants raised a total of $2,281,924 in the
i nvest nent program

Def endants W MRae and B. McRae consented to entry of a Judgnent
prior to trial. They were ordered to pay restitution in the anmount of
$2,004, 625 and a civil penalty of $100,000. To date, the Defendants
have paid only $10,000 in restitution, and have paid no civil penalty.

(Affidavit of Oksane Pierce, attached as Exhibit 1, hereinafter
“Pierce Affidavit”)
The Judgnent entered agai nst the Defendants by this Court on July

25, 1996, permanently enjoins W MRae, B. McRae and their respective
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of ficers,
successors

partici pat

directors, agent s, servants, enpl oyees, at t or neys,
and assigns and all persons in active concert or

ion with them directly or indirectly, within or fromthe

State of Arizona, from

a.

Engaging in the offer to sell or sale of any securities,
fromthe date of this Judgnent forward, whether or not such
securities are registered or exenpt fromregistration; and
whet her or not defendants have registered in any capacity
to sell such securities;

Maki ng any untrue statenent of material fact or omtting to
state any material fact necessary in order to make the
statenments nmade, in light of the circunstances under which
they were made, not msleading, in violation of AR S. 8§
44-1991(2);

Enmpl oyi ng any device, schene or artifice to defraud, in
violation of AR S. 8§ 44-1991(1);

Engagi ng in any transaction, practice or course of business
whi ch operates or would operate as a fraud or deceit, in
violation of AR S. § 44-1991(3);

Enmpl oyi ng deception, deceptive acts and practices, fraud,
fal se pretenses, false prom ses, msrepresentations or
conceal nent, suppression and omssion of material facts
with the intent that others rely on such conceal nent,

suppression or om ssi on, in connection wth the
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adverti senent and sale of merchandise, in violation of
A.RS. § 44-1552.

B. Vi ol ation of the 1996 Judgnent

Beginning in the fall of 1997, W MRae and B. MRae began
offering new oil and gas investnents in Petrol eum Resources L.L.C. fka
Anerican PetroleumL.L.C. (“Petroleumi). (Affidavit of Donald H I man,
attached to this Mtion as Exhibit 2, hereinafter “H |l man Affidavit”.

Affidavit of Mark Bretz, attached to this Mtion as Exhibit 3,
hereinafter “Bretz Affidavit”) Defendants are directors of Petrol eum
and B. McRae maintains the financial records of the conpany. According
to a brochure provided to investors, Petroleumis a new conpany forned
by mergi ng Shasta, Inc. and American Petrol eum Corporation. (Exhibit A
attached to the Hllman Affidavit) Shasta, Inc. had operated the
Dotson G| and Gas Fields located in Kansas. Anerican Petrol eum
Corporation had operated the Ransey G| and Gas Field, which had
formed part of the 1996 securities offering by the Defendants that
resulted in this Court’s Judgnment of July 25, 1996. Petrol eum assuned
control over the oil and gas fields fornerly owned by Shasta, Inc. and
Ameri can Petrol eum Corporation. (Exhibit A attached to the H Il man
Affidavit). This investnent programin Petroleumis not registered
with the Arizona Corporation Conm ssion and the Defendants are not
regi stered as securities dealers or salesnen. (Exhibits 4 and 5

attached to this Mtion)
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The Defendants were introduced to possible investors through two
i ndi viduals, Steve Johnson and Dr. Rich Jones. (H 'l man and Bretz
Affidavits) Beginning in the fall of 1997, Defendants offered and
sold interests in Petroleum to at least thirteen (13) investors,
raising at |least $1,000,000. In at least two (2) instances, W MRae
provided interests in the oil wells to individuals to conpensate them
for unpaid bills in the amount of $58, 000.

W MRae represented to investors that they would receive a
return of their principal within three nonths and receive nonthly
royalty checks thereafter. (HIlman Affidavit) W MRae also told
investors of his experience in the oil business, but did not disclose
that in 1996, the State of Arizona had obtai ned a judgnent agai nst him
for violations of the securities laws in connection with an al nost
identical investnent program (H Il mn and Bretz Affidavits)

In July 1998, W MRae told investors that he needed additi onal
funds to purchase pipe or nake repairs on sone of the wells. (H Il nman
Affidavit) He assured these investors that these purchases and
repairs would enable Petroleumto generate profits. (1d.) At |east
two individuals invested additional funds with W MRae based upon his
representations. (1d.)

One of the investors, who decided to visit the oil fields that
were part of the Petroleum offering, discovered that the wells were
producing far less oil than W MRae had represented. (1d.) Realizing

that the conpany was in financial trouble, this investor began to ask
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for his noney back within a year of his investnent. (Id.) Each tine
he requested a return of his funds, however, W MRae woul d cl ai mthat
either he or B. McRae were about to undergo surgery or were just
com ng out of surgery. (1d.) W MRae gave these sanme excuses over a
period of nore than two years to at least tw investors. (ld. and
Bretz Affidavit) W MRae, who is now 80 years old, apparently
believes he is immune fromliability for this offering. He has told
one of his sal espeople that even if he were sued for contenpt, he
believes the courts would be unwilling or reluctant to take action
agai nst hi m because of his age. (Bretz Affidavit)

[1. VIOLATI ON OF JUDGVENT

A. The offer and sale of securities in violation of AR S. 8§ 44-
1801 et seq.

The oil and gas investnents in Petroleumare securities
pursuant to AR S. 8§ 44-1801(23). The offer and sale of the oi
and gas investnents, which are not registered with the Securities
Division, violate the registration provisions of AR S. § 44-1841
and the broker/deal er and sal esnen registration provisions of
A R S. § 44-1842.

B. M srepresentations and Onissions in violation of AR S. § 44-
1991.

The Defendants m srepresented material facts or failed to
di scl ose material facts in order to gain access to the Petrol eum

i nvestors’ funds. These m srepresentations and om ssions, which
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vi ol ate the Judgnent issued on July 25, 1996, include the

fol | ow ng:

a.

Def endants m srepresented the oil wells’ capacity to
produce the return on investnent prom sed by the

Def endants. See Hi ||l man and Bretz affidavits.

Def endants failed to disclose to the Petrol euminvestors
the July 25, 1996 Judgnent resulting fromtheir previous
oil and gas well investnent progranms. See H |l nman and
Bretz affidavits.

The Defendants also failed to disclose to the Petrol eum
investors that the Defendants owed nore than $2 nmillion
to previous investors in their oil and gas well

i nvestment prograns. See Hillman and Bretz affidavits.
Def endants failed to disclose to the Petrol euminvestors
that they gave units in Petroleumas conpensation to at

| east two individuals who provided services to the

Def endants, thereby diluting the investors’ percentage
interest, wi thout any cash contribution to Petrol eum See

Hllmn affidavit.

C. Failure to nake required restitution and civil penalty

paynments.
Pursuant to the Judgnent dated July 25, 1996, Defendants were

required to make restitution paynents in the anount of $2,004, 625.
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The Defendants were to nmake a $100, 000 paynent on June 1, 1996,
and, begi nning on June 30, 1996, were to pay $10,000 nonthly until
paid in full. |In addition, the Defendants were to pay a civil
penal ty of $100,000. The Defendants nade one paynent of $10, 000.
See affidavit of Pierce. No further paynents have been made by the

Def endants. The Defendants are in violation of the Judgnent.

[11. CONCLUSI ON

Def endants viol ated the Judgnent issued by this Court on July
25, 1996. Specifically, W MRae and B. McRae offered and sold
securities in the formof investnent contracts and fracti onal
undi vided interests in oil wells in violation of the permanent
injunction. In addition, Defendants nade material m s-
representations and failed to disclose material information in
violation of the permanent injunction. Defendants also failed to
pay the restitution and fine ordered in the Judgnent dated July 25,

1996.

V. REQUESTED RELI EF

The Plaintiffs respectfully request that this Court hold W
McRae and B. McRae in contenpt, pursuant to R65(j)(6), Ariz. R
Cv. P. Although W MRae is approxinmately 80 years old, his age
shoul d not shield himfromliability for the substantial harm he

has caused to innocent investors. As noted above, the Defendant



nNJ

began this series of offerings while in his seventies. Moreover,
he apparently has been boasting that the courts would never take
action agai nst himbecause of his advanced age. W MRae is

obvi ously young enough and heal t hy enough to defraud others of
their life savings; consequently, he is young enough and heal t hy

enough to pay the price for his transgressions.

RESPECTFULLY SUBM TTED t hi s day of , 2000.

JANET NAPCLI TANO, Attorney GCeneral

By:

JENNI FER A. BOUCEK

Assi stant Attorney General

VENDY COY

Speci al Assistant Attorney General
Attorneys for Plaintiffs
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